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INTRODUCTION

The transit indistry has been in a state of financial crisis for
several years and there is still no relief in sight. Decreasing sources
of financial support, increasirg costs, shifting govermental roles, and
charging regulatory requirements are creatirng pressures on transit mna-
gement to reassess existing assumptions and seek internal econamics,
Above all, this camplex enviroment creates the critical need for sound
f inancial mansgement principles. Although financial mnagement is fre-
quently confused with accamting, it is far more than a means for
tracking money flav. At its heart lies the allocation and mnagement
of an organization's financial, human, and physical resources: it thus
creates a basic framework for mansgerial decision mking. Ultima tely
every decision a transit mnager mkes has financial implications.

In response to this problem, the Institute for Urban
Transportation/Center for Transit Research and Mansgement Development at
Indiana University (IUI) developed a ten day training course called
“Financial Mansgement for Transit." Since 1982, this caurse has been
offered twice each year to financial mnagers from transit systems from
all over the United States. Instnxctors for the camrse have been
selectad from experts in the transit industry and from faculty members
of the Indiana University School of Business who have borraved the proven
techniques fram private indistry and adapted them for use in the pwblic
sector,

This handbock developed as a logical outgravth of the "Financial
Manegement for Transit' training cawrse. IUT staff members used the
training caurse notebods as a base, alorng with other available stulies
and doaments. Fram this material we developed a handbodk which
addresses mry of the fundamental financial management issues that the

of the transit industry; nor can it campletely cover ary of the topics
that are inchded. This handbodk is merely intended to be a primer for
transit mnagers that hare not had the opportunity for a forml finan-
cial education, either thraigh college classes, professional develoment
programs, or thragh extensive on-the-job experience. W hope that some
of the ideas presented in this hand will be beneficial even to those
financial managers who have had formal training and experience.
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CHAPTER ONE

FINANCIAL PIANNING TECHNIQUES FOR TRANSIT

Introduction

Financial plannirg in transit has always been important. Fram the
very earliest private enterprise days of the indistry to the pre-
sent days of pwblic ownership, there has been an obvious need to gawgge
carefully the resources needed for caryirg aut operations and to mke
the necessary capital imvestments to the tramsit property.

Financial plamning is even more important in times when money 1is
scarce. Minagement effort is always directed toward the scarce
rescirce; when labor is short, the mnsgement of personnel function
becames an important factor. With mounting concern over fiscal problems
in transit, mnagement attention should be increasirgly directed toward
financial planning. What should be and what actually is are of ten two
very different things; the financial planning that prudence and good
management demand is of ten missing in tramsit, replaced by fiddling with
budgets and cost-cuttirg programs that are simple reactions rather than
carefully crafted events.

Financial plamnirg is more difficult and more necessary at present
because of the mry financial uncertainties facing tramsit. While
uncertainty is no strarger to the transit indistry, it has taken on a
nev dimension. Fran a financial viespoint, the federal aid progran,
begun in 1961, had contimally expanded the mmber of programs and the
federal funds available; for mmny years the trend was steadily upward.
Since 1981 the level of federal support has actually diminished and
tl}: lénssive federal deficit siggests that this decline my contimie into
t uture.

Local and state support of transit is another uncertainty. In
recent decades, there hare been sibs tantial increases in state and local
support for transit operations, capital, planning, and other prograns--
uswlly mtching a federal grant--but this support tends to fluctuate
with the condiﬁon of the econany. In bad econamic times, vhen transit
ridership and fare receipts uswlly fall, it is difficult for state and
local goverment to provide additional funds for tramsit. Add local
political conflicts between city and swurb, rising costs of labor and
supplies, and citizen tax revolt, and the financial sitmation in transit
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